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I t  i s  a p l easu re  fo r  me t o  be  here  today and have t h e  

oppor tuni ty  t o  meet w i t h  some o f  t h e  Nat ion ' s  ou ts tanding  

c i v i c  l e a d e r s .  The theme of your Conference - "Cons t ruc t ive  

Response t o  F i s c a l  Cons t r a in t "  - c o u l d n ' t  be more appropr i a t e  

for  a period when a l l  l e v e l s  o f  government a r e  being pressed 

t o  do more w i t h  l e s s .  C lea r ly ,  t h e  j o b  of managing any 

organizatior? experiencing f i s c a l  d e c l i n e  i s  a d i f f i c u l t  and 

unrewarding one. Growth  i s  a c r e a t i v e  f o r c e  t h a t  enables  

managers and p o l i t i c a l  l e a d e r s  a l i k e  t o  c r e a t e  goodwill  by 

expanding o p p o r t u n i t i e s  and programs f o r  some or  a l l  without 

taking away resources  from anybody. 

S C A R C I T Y  A S  AM ASCENDENT NATIONAL THEME 

I n  t h i s  count ry ,  we have grown up i n  an economic and 

p o l i t i c a l  system w h i c h  has  e x t o l l e d  growth a s  a benchmark 

of o r g a n i z a t i o n a l  success .  I n  t h e  1 9 6 0 s  expansion a n d  p r o f i t -  

a b i l i t y  came t o  those  f i rms  whose products  and marketing 

e f f o r t s  were most success fu l .  S i m i l a r l y ,  i n  t h e  world o f  

bu reauc ra t i c  p o l i t i c s ,  program managers have gained advancement 

by expanding t h e i r  programs i n t o  v e r i t a b l e  empires. 



I n  many a r e a s  of  n a t i o n a l  l i f e ,  w e  a r e  now fac ing  

what Kenne th  Boulding has  c a l l e d  t h e  "Era of Slowdown.'' 

A s  a Nation we have learned  t h e  l i m i t s  of growth inhe ren t  

i n  our r e l i a n c e  on nonrenewable energy sources  and our 

d e s i r e  f o r  a c l e a n ,  hea l thy  n a t u r a l  environment. We a r e  

j u s t  beginning t o  s o r t  o u t  t h e  changes t h a t  s c a r c i t y  

has wrought f o r  our e n t i r e  economy and s o c i a l  s t r u c t u r e .  

The need t o  conserve energy, f o r  example, h a s  i n t e n s i f i e d  

c o n f l i c t  among va r ious  s e c t o r s  of  t h e  econGmy, and has  

induced s t r a i n  i n  a p o l i t i c a l  p rocess  unaccustomed t o  

dea l ing  w i t h  t h e  p o l i t i c s  and economics of l e s s .  

Apprehension over t h e  e f f e c t s  o f  s c a r c i t y  have begun t o  

a f f e c t  t h e  personal  expec ta t ions  and goa l s  of t h e  American 

people.  According t o  r e c e n t  pub l i c  opinion p o l l s ,  6 2  per- 

cen t  o f  Americans now be l i eve  t h a t  w e  a r e  e n t e r i n g  

a n  e r a  of  e n d u r i n g  scarcity. This f e e l i n g  'is. r e f l e c t e d  i n  

a growing pub l i c  pessimism about t h e  f u t u r e .  For t h e  

f i r s t  t ime,  a ma jo r i ty  of  Artlericans now b e l i e v e  t h a t  t h e  

f u t u r e  w i l l  b e  worse than t h e  p re sen t .  T h i s  i s  a marked 

turnaround from d a t a  recorded i n  e a r l i e r  p o l l s  taken i n  t h e  

1 9 5 0 ' s  and 1 9 6 0 ' s  showing b r i g h t  expec ta t ions  f o r  t h e  f u t u r e .  

S t a t e  and l o c a l  government cutbacks 

S i m i l a r l y ,  t h e  publ ic  s e c t o r  o f  t h i s  Nation i s  now 

b e g i n n i n g  t o  experience t h e  o r g a n i z a t i o n a l  pa ins  a s soc ia t ed  

w i t h  slow growth and d e c l i n e .  I n  t h e  yea r s  s i n c e  1 9 5 0 ,  

explos ive  growth has  cha rac t e r i zed  t h e  S t a t e  and  l o c a l  
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s e c t o r ,  much o f  w h i c h  was fue led  by Federal  funds.  I n  f a c t ,  

dur ing t h e  1 0  year per iod ending i n  1 9 7 4 ,  S t a t e  and l o c a l  

governments became t h e  Nat ion ' s  lead ing  growth indus t ry  a s  

expendi tures  and employment increased a t  a f a s t e r ' p a c e  than 

t h e  Federal  Government a s  wel l  a s  t he  p r i v a t e  s e c t o r .  The 

S t a t e  and l o c a l  sha re  o f  t h e  GNP n e a r l y  doubled between 1954 

and 1 9 7 4 .  However, s i n c e  1 9 7 5 ,  a slowdown i n  t h e  r a t e  of  growth 

has occurred.  S t a t e  and l o c a l  expendi tures  f e l l  from 1 5  percent  

o f  G N P  i n  1975 t o  1 4 . 3  percent  fo r  1 9 7 9 .  

Severa l  y e a r s  before  passage of C a l i f o r n i a ' s  Propos i t ion  1 3 ,  

the  dec l in ing  economies of many o f  our  major c e n t r a l  c i t i e s  

l e d  t o  harsh budgetary r e a l i t i e s .  C i t i e s  l i k e  N e w  York and 

De t ro i t  began t o  c h a r t  a g r im budgetary course t h a t  i s  now 

being c l o s e l y  s tud ied  by many communities under t h e  f i s c a l  

gun of angry taxpayers .  I n  f a c t ,  i n  1 9 7 6 ,  more than h a l f  

o f  t h e  Nat ion ' s  20  l a r g e s t  c i t i e s  reduced t h e  number of 

employees on t h e i r  p a y r o l l s .  

Passage of Propos i t ion  1 3  by C a l i f o r n i a  v o t e r s  i n  J u n e  

1978  t r i g g e r e d  a new wave of t ax  reduct ions  i n  j u r i s d i c t i o n s  

throughout the  count ry .  

Propos i t ion  1 3  reduced l o c a l  proper ty  t axes  t o  one percent  

of market v a l u e ,  reducing C a l i f o r n i a ' s  l o c a l  governments' annual 

tax revenue by about $6  b i l l i o n .  While increased S t a t e  f i s c a l  

a s s i s t a n c e  prevented massive l o c a l  spending c u t s ,  C a l i f o r n i a  

l o c a l  governments have experienced a m a t e r i a l  reduct ion i n  

their spending g r o w t h  r a t e s  - from a b o u t  10 percent  annual ly  

t o  7 pe rcen t .  Following C a l i f o r n i a ' s  l e a d ,  taxpayers  i n  1 2  
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S t a t e s  v o t e d  a p p r o v a l  o f  e i t h e r  t a x  o r  spend ing  l i m i t a t i o n  

measu res  i n  November 1978.  Measures p a s s e d  i n  two States--  

Nevada and Idaho a r e  s i m i l a r  t o  P r o p o s i t i o n  1 3  i n  t h a t  t h e y  

would d r a s t i c a l l y  c u t  back p r o p e r t y  t axes .  O t h e r  measu res  

p u t  a c e i l i n g  on f u t u r e  S t a t e  spend ing  by t y i n g  i n c r e a s e s  

t o  changes  i n  per c a p i t a  income o r  t h e  consumer p r i c e  

i n d e x .  Some S t a t e s ,  l i k e  C a l i f o r n i a ,  t i g h t e n e d  t h e i r  

p r o c e d u r e s  t o  make i t  more d i f f i c u l t  f o r  t h e  l e g i s l a t u r e  

t o  approve  f u t u r e  t ax  i n c r e a s e s .  

I t  seems c lear  t h a t  most S t a t e  l e g i s l a t u r e s  have  a l r e a d y  

g o t t e n  t h e  t a x p a y e r s '  message.  According t o  t h e  T a x  Founda t ion ,  

f o r  t h e  f i r s t  time i n  4 y e a r s  a g g r e g a t e  S t a t e  t a x e s  were reduced  

by a n e t  o f  $2.3 b i l l i o n  i n  1978 ,  and  may be  f u r t h e r  reduced 

by $3 b i l l i o n  i n  1979 ( e x c l u d i n g  C a l i f o r n i a ) .  I n  1 9 7 9 ,  37 S t a t e s  

v o t e d  some kind  o f  n e t  t a x  r e d u c t i o n .  T h u s ,  i t  seems l i k e l y  

t h a t  t h e  f u t u r e  growth  r a t e  o f  S t a t e  and l o c a l  government  

w i l l  b e  s low.  

I f  p u b l i c  o p i n i o n  p o l l s  a r e  any g u i d e ,  t h e  d e s i r e  o f  

c i t i z e n s  t o  c o n s t r a i n  government  growth  and l i m i t  t h e i r  

bu rdens  may n o t  a b a t e  soon .  W i t h  c o n t i n u i n g  i n f l a t i o n  f e e d i n g  

t h e  p u b l i c ' s  p e r c e p t i o n  t h a t  t h e  c o s t  o f  l i v i n g  i s  r i s i n g  

f a s t e r  t h a n  t h e i r  incomes,  t h e  growing t ax  b i t e  s t a n d s  o u t  

a s  t h e  one i tem s u b j e c t  t o  p o p u l a r  c o n t r o l .  I n d e e d ,  t a x e s  

on t h e  a v e r a g e  f a m i l y  income have  doubled  between 1953 and 

1 9 7 7 ,  from 11 .8  p e r c e n t  t o  22.8 p e r c e n t  o f  a n n u a l  e a r n i n g s .  
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I n  a d d i t i o n  t o  b e l i e v i n g  i t  i s  paying  more f o r  government  

s e r v i c e s ,  t h e  m a j o r i t y  o f  t h e  American p u b l i c  now b e l i e v e s  i t  

is  g e t t i n g  l e s s .  P u b l i c  c o n f i d e n c e  i n  t h e  p r o d u c t i v i t y  and 

r e s p o n s i v e n e s s  o f  government  h a s  plummeted i n  r e c e n t  y e a r s .  

The p e r c e n t  o f  t h e  p u b l i c  b e l i e v i n g  t h a t  government  spend ing  

i s  e x c e s s i v e  h a s  grown from 4 2  p e r c e n t  i n  1958 t o  78 

p e r c e n t  i n  1 9 7 8 .  Pe rhaps  more a l a r m i n g  i s  t h a t  o n l y  33  

p e r c e n t  o f  t h e  p u b l i c  now f e e l  t h a t  t h e y  c a n  t r u s t  t h e i r  

government t o  do  " w h a t  i s  r i g h t "  most o f  t h e  t ime,  down from 

75 p e r c e n t  who f e l t  t h i s  way i n  1958.  

Cutbacks  a t  t h e  F e d e r a l  l e v e l  

F e d e r a l  p o l i c y m a k e r s  a r e  e q u a l l y  concerned  w i t h  t h i s  

p u b l i c  d i s a f f e c t i o n  towards  government .  The  p o l l s  r e v e a l  

t h a t  t h e  F e d e r a l  Government i s  p e r c e i v e d  by most t o  be more 

w a s t e f u l  and d i s t a n t  t h a n  S t a t e  and l o c a l  governments .  

Thus,  i t  is  n o t  s u r p r i s i n g  t h a t  P r o p o s i t i o n  1 3  and t h e  wide- 

s p r e a d  p a s s a g e  by S t a t e s  o f  r e s o l u t i o n s  c a l l i n g  f o r  a con- 

s t i t u t i o n a l  c o n v e n t i o n  t o  b a l a n c e  t h e  F e d e r a l  budget  spa rked  

renewed budge t  c u t t i n g  e f f o r t s  i n  Washington and h e i g h t e n e d  

i n t e r e s t  i n  o v e r s i g h t  o f  program e f f e c t i v e n e s s  and pro-  

d u c t i v i t y  improvement.  I n d e e d ,  t h e  F e d e r a l  budge t  d e f i c i t  

i s  b e i n g  reduced  from $ 4 8  b i l l i o n  i n  F i sca l  Year 1978 t o  

an  e s t i m a t e d  $ 2 9  b i l l i o n  f o r  1980.  F e d e r a l  o u t l a y s  a s  a 

p e r c e n t  o f  G N P  have  now d e c l i n e d  f o r  t h e  p a s t  2 y e a r s .  

These r e s o u r c e  c o n s t r a i n t s  a t  t h e  F e d e r a l  l e v e l  have 

spa rked  renewed i n t e r e s t  i n  improving t h e  management and 

p r o d u c t i v i t y  o f  t h e  F e d e r a l  work f o r c e .  Passage  o f  t h e  C i v i l  
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Service  Reform Act,  i n c l u d i n g  provis ions  ty ing  pay  more 

e x p l i c i t l y  t o  measured performance, and es tab l i shment  

of t h e  U.S. Off i ce  of Personnel Management s i g n i f y  a 

new and promising commitment of t h e  Federal Government 

t o  improve t h e  p r o d u c t i v i t y  of i t s  work f o r c e .  Also, t h e r e  

i s  a growing concern f o r  eva lua t ing  t h e  e f f e c t i v e n e s s  and 

e f f i c i e n c y  of e x i s t i n g  programs before  embarking on new, 

untes ted ,  and expensive p o l i c y  i n i t i a t i v e s .  We i n  t h e  

General Accounting Off ice  have inc reas ing ly  been c a l l e d  upon 

t o  r e p o r t  t o  t he  Congress on t h e  e f f e c t i v e n e s s  of major 

Federal  programs. Many Federal  agencies  have e s t a b l i s h e d  

or  s t rengthened in-house eva lua t ion  systems t o  h e l p  them 

b e t t e r  monitor and manage t h e i r  programs. 

Intergovernmental  Interdependence 

T h u s ,  a l l  t h r e e  l e v e l s  of government now m u s t  share  t h e  

o r g a n i z a t i o n a l  pangs a s soc ia t ed  w i t h  managing under cond i t ions  

of resource s c a r c i t y  - a process  t h a t  one scholar  a p t l y  

cha rac t e r i zed  a s  "adminis te r ing  o rgan iza t iona l  s a c r i f i c e . "  

More impor tan t ly ,  a l l  t h r e e  l e v e l s  o f  government now 

share  a mutual interdependence i n  adminis ter ing programs 

t h a t  i s  unprecedented i n  our Na t ion ' s  h i s t o r y .  

I n  e a r l i e r  and simpler t imes t h e  r e s p o n s i b i l i t i e s  o f  

governments i n  t he  Uni t ed  S t a t e s  were more c l e a r l y  def ined 

than t h e y  a r e  today. Local,  S t a t e ,  and National government 

worked f a i r l y  independently o f  each o t h e r .  W i t h  t h e  inc rease  

beginning i n  1 9 5 5  of Federal  f i n a n c i a l  a s s i s t a n c e  t o  S t a t e  
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and l o c a l  governments from $ 3  b i l l i o n  t o  an est imated $85 

b i l l i o n  f o r  1 9 7 9 ,  t h i s  independence o f  governments began 

t o  change. Each type of  government r e l i e s  more and more 

today on coopera t ion  w i t h  o t h e r s .  A myriad of  programs 

administered by 52 Federal  departments,  agencies ,  and com- 

missions a r e  now c a r r i e d  o u t  by 5 0  S t a t e s ,  3 , 0 0 0  c o u n t i e s ,  

nea r ly  3 7 , 0 0 0  c i t i e s  and towns, and innumerable o rgan iza t ions  

c l o s e l y  a s soc ia t ed  w i t h  t he  Federal Government. 

The  i n t e r r e l a t i o n s h i p  among Federa l ,  S t a t e  and l o c a l  

governments has  become inc reas ing ly  i n t r i c a t e  a s  Federal  

f u n d s  have grown t o  account f o r  some 25 percent  of t o t a l  

S t a t e  and l o c a l  expendi tures  compared w i t h  1 0  percent  i n  

1955 .  The Federal  Government now provides  c a t e g o r i c a l  

a s s i s t a n c e  t o  S t a t e s  and l o c a l i t i e s  under about 500 programs. 

I n  c o n t r a s t  t o  t he  c a t e g o r i c a l  programs, which  r ep resen t  t h e  

b u l k  of  Federal  a s s i s t a n c e ,  we a l s o  have f i v e  block g r a n t  

programs and gene ra l  revenue shar ing .  Today, p r a c t i c a l l y  

every major S t a t e  and l o c a l  s e r v i c e  i s  a f f e c t e d  b y  t h i s  

growing Federal  f i s c a l  and r egu la to ry  presence,  a s  Federal  

g r a n t s  a r e  now a v a i l a b l e  f o r  S t a t e  and l o c a l  a c t i v i t i e s  a s  

d ive r se  and l o c a l i z e d  a s  po l i ce  p ro tec t ion  and r u r a l  f i r e  

p r o t e c t i o n .  

Problems Caused by t h e  Federal  Grant System 

I d o n ' t  need t o  t e l l  t h o s e  o f  you w i t h  long acquaintance 

w i t h  municipal governance t h a t  c i t i z e n s '  i n i t i a t i v e s  t o  reduce 

government waste and improve e f f i c i e n c y  a r e  a proud p a r t  of 

our c i v i c  t r a d i t i o n .  Harsh budget c u t s ,  forced b y  economic 
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depres s ion ,  a r e  an unfor tuna te  p a r t  of t h e  h i s t o r i e s  of 

many American c i t i e s ,  including D e t r o i t ' s  own bankruptcy 

of the  1930's. However, budget  cu t s  and a u s t e r i t y  a t  

t h e  S t a t e  and local l e v e l  now m u s t  be i n s t i t u t e d  a g a i n s t  

a new backdrop of t he  intergovernmental  interdependence 

epitomized by our Federal  g r a n t s  system. Through t h e  

g r a n t  system, t h e  Federal  Government's p o l i c i e s  a r e  a new 

f a c t o r  t h a t  m u s t  be d e a l t  w i t h  by S t a t e  and l o c a l  managers 

seeking t o  n e g o t i a t e  an e q u i t a b l e  d i s t r i b u t i o n  of  a u s t e r i t y  

among numerous competing l o c a l  groups. 

V i r t u a l l y  a l l  Federal  g r a n t  programs have laudable  

o b j e c t i v e s ,  bu t  from t h e  viewpoint o f  e l e c t e d  and appointed 

o f f i c i a l s ,  t h e i r  growth has caused de t r imen ta l  s i d e  e f f e c t s  

on t h e  S t a t e  and l o c a l  management system. Each program tends  

t o  b u i l d  i t s  own cons t i t uency ,  0.r " func t iona l  autocracy" - a 

phenomenon which ba lkan izes  government. Local s p e c i a l i s t s  i n  

educa t ion ,  h e a l t h ,  and housing, f o r  example, i n t e r r e l a t e  w i t h  

t h e i r  c o u n t e r p a r t s  i n  t he  S t a t e s  and i n  t h e  Federal  agencies .  

I n  many c a s e s ,  t h e  e l e c t e d  S ta t e - loca l  l e a d e r s h i p  - l e g i s l a t i v e  

bodies ,  mayors, county execu t ives ,  and Governors - a r e  bypassed. 

Such bypassing can d e a l  a deadly blow t o  the  goa l  of our i n t e r -  

governmental a s s i s t a n c e  system t o  r e l a t e  e f f e c t i v e l y  t h e  e f f o r t s  

of a c i t y ,  o r  of a S t a t e ,  o r  of a Nation i n t o  cohesive s t r a t e g i e s  

f o r  m e e t i n g  each l e v e l ' s  problems. 
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O t h e r  undes i rab le  f e a t u r e s  of t h e  fragmented Federal  

a s s i s t a n c e  system which a r e  o f t e n  mentioned include:  

--Excessive a d m i n i s t r a t i v e  requirements and 'I red 
tape .  

--An i n a b i l i t y  of t he  Federal  Government t o  respond 
promptly t o  changing p r i o r i t i e s  and circumstances.  

--A s i t u a t i o n  where the  Federal  l e v e l  i s  providing 
overlapping sources  of funds f o r  t h e  same or  
closely r e l a t e d  purposes. 

D u r i n g  times o f  resource  s c a r c i t y  a t  t h e  S t a t e  and l o c a l  l e v e l ,  

t hese  intergovernmental  management problems tend t o  become more 

burdensome. 

Federal  g r a n t s  and f i s c a l l y  
decl i n  ina communities 

I n  cons ider ing  the  f i s c a l  impact of Federal g r a n t  po1ici .es 

on S t a t e s  and l o c a l i t i e s  fac ing  a u s t e r i t y ,  a key ques t ion  

emerges from the  S t a t e  and l o c a l ' p e r s p e c t i v e :  Is t h e  Federal  

Government p a r t  o f  t h e  problem o r  p a r t  of t h e  s o l u t i o n ?  

GAO's eva lua t ions  provide s t rong  evidence t h a t  b o t h  t h e  

s h o r t  and long term expendi ture  impacts o f  Federal  g r a n t s  add 

t o  expendi ture  p re s su res  experienced by l o c a l  government and, 

i n  f a c t ,  may c o n t r i b u t e  t o  f i s c a l  i n s t a b i l i t y .  More impor- 

t a n t l y ,  by pena l iz ing  expendi ture  reduct ion w i t h  l o s s  

o f  Federal  g r a n t  funds,  t h e  g r a n t  system c o n s t r a i n s  and 

d i s t o r t s  t h e  process  by which S t a t e  and l o c a l  b u d g e t s  a r e  

reduced. 
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As a r e s u l t ,  many d i s i l l u s i o n e d  communities i n  search  of 

" f r e e "  Federal  money have learned  through b i t t e r  experience 

an important c o r o l l a r y  t o  a fundamental law of economics: t h e r e  

i s  no s u c h  th ing  a s  a f r e e  Federal  g r a n t .  

Grants s t i m u l a t e  publ ic  spending i n  a v a r i e t y  of  ways. 

F i r s t ,  c a t e g o r i c a l  g r a n t s  a r e  premised p r imar i ly  on t h e  

not ion t h a t  the  S t a t e  and l o c a l  s ec to r  i s  not  spending enough 

f o r  s e r v i c e s  o r  programs w i t h  high n a t i o n a l  i n t e r e s t .  I n  pro- 

viding f i n a n c i a l  a s s i s t a n c e  f o r  a program, a g r a n t  e s s e n t i a l l y  

ent ices  S t a t e  and l o c a l  governments t o  p a r t i c i p a t e  i n  a program 

t h a t  they otherwise would no t  have s u f f i c i e n t l y  funded from 

t h e i r  own resources .  

While t h i s  accomplishes the  n a t i o n a l  i n t e n t ,  a s  t h e  number 

of g r a n t  programs has  grown, S t a t e  and l o c a l  governments have 

been en t i ced  i n t o  p a r t i c i p a t i n g  i n  a growing a r r a y  o f  programs 

w i t h  h i g h  n a t i o n a l  p r i o r i t y .  While Federal  funds a r e  a v a i l a b l e  

t o  de fe r  p a r t i a l  program c o s t s ,  g r a n t  programs t y p i c a l l y  f o r c e  

S t a t e  and l o c a l  governments t o  assume t h e i r  f i n a n c i a l  burden 

over the  long term. 

Much of t he  expendi ture  impact can be explained by the  

p o l i t i c a l  p rocesses  o f  S t a t e  and l o c a l  governments. By 

arousing new expec ta t ions  and dormant cons t i tuency  groups,  

Federal  g r a n t s  can induce s t a t e  and l o c a l  governments t o  

spend more than t h e y  prev ious ly  considered necessary f o r  

p a r t i c u l a r  programs. 

10 



Also, many Federal  seed money programs by design only  

fund i n i t i a l  c o s t s ,  fo rc ing  S t a t e  and l o c a l  governments t o  

f u l l y  fund f u t u r e  year program c o s t s  'or face  t h e  unenviable 

t a sk  of te rmina t ing  programs t h a t  have gained a c l i e n t e l e  

of t h e i r  own. Other major Federal  programs, such a s  t h e  

sewage t rea tment  cons t ruc t ion  programs, fund i n i t i a l  c a p i t a l  

c o n s t r u c t i o n ,  but l eave  opera t ing  and maintaining t h e  new 

f a c i l i t i e s  t o  be  funded e n t i r e l y  from S t a t e  and l o c a l  sources .  

B u t  even more of t he  expendi ture  impact can be  a t t r i -  

bu ted  t o  p rov i s ions  o f  t h e  g r a n t s  themselves o r  t o  t h e  " s t r i n g s "  

w h i c h  r e q u i r e  a d d i t i o n a l  spending a s  a condi t ion  f o r  rece iv ing  

g r a n t s .  T h e s e  g r a n t  p rov i s ions  o f t e n  make good sense  when 

viewed from t h e  pe r spec t ive  o f  each Federal  g r a n t  program. 

Indeed, managers and advocates of  each program seek t o  promote 

increased expendi tures  fo r  t h e i r  programs wherever p o s s i b l e .  

B u t  t h e  impact of  four types  of provis ions  - mandates, matching 

requirements ,  maintenance of e f f o r t  requirements ,  and formula 

provis ions  - can be p a r t i c u l a r l y  onerous on  d e c l i n i n g  com- 

m u n i t  ies . 
Mandates 

Burdensome and c o s t l y  Federal  r e g u l a t i o n s  imposed a s  

cond i t ions  of  Federal  a s s i s t a n c e  programs work t o  f u r t h e r  

increase  S t a t e  and l o c a l  expendi tures  f o r  g r a n t  programs. 

While l o c a l  governments a r e  n o t  d i r e c t l y  requi red  t o  comply, 

t he  p o t e n t i a l  loss o f  Federal  a s s i s t a n c e  i s  usua l ly  punishing 

enough t o  f o r c e  compliance. 
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A r ecen t  comprehensive s t u d y  of mandates found t h a t  

1 , 0 3 6  Federal  mandates e x i s t  i n  laws and r e g u l a t i o n s  a s  con- 

d i t i o n s  f o r  t h e  r e c e i p t  of Federal  g r a n t  f u n d s .  The c o s t s  

o f  implementing t h e s e  mandates attach.ed t o  Federal  g r a n t  pro- 

grams were paid from l o c a l  revenues i n  over 45 percent  of 

t h e  ca ses .  The s t u d y  found t h a t  over 9 0 0  of t h e  mandates were 

enacted during t h e  1970's. 

The s t i m u l a t i v e  impact of Federal  g r a n t s  on S t a t e  and 

l o c a l  budgets i s  i n t e n s i f i e d  by  g r a n t  p o l i c i e s  l i n k i n g  t he  

l e v e l  of Federal  a s s i s t a n c e  provided t o  S t a t e  and l o c a l  f i s c a l  

e f f o r t :  

Matching requirements - 6 0  percent  o f  Federal  

g r a n t  programs r e q u i r e  S t a t e  and l o c a l  govern- 

.merits t o  provide a s p e c i f i e d  nonfederal  share  

of g r a n t  cos ts  a s  a condi t ion  f o r  rece iv ing  

Federal  a s s i s t a n c e .  

Maintenance o f  e f f o r t  requirements - t o  prevent  

f i s c a l  s u b s t i t u t i o n ,  many Federal  g r a n t  programs 

r e q u i r e  g r a n t e e s  t o  maintain a p r i o r  f ixed  l e v e l  

of  e f f o r t  i n  order  t o  prevent  g ran tee  f i s c a l  

retrenchment u s i n g  Federal  funds.  Other programs 

impose nonsupplanting p rov i s ions  which r equ i r e  

Federal  funds t o  be used t o  supplement nonfederal  

f u n d s  t h a t  would otherwise be made a v a i l a b l e  f o r  

t he  program i n  t h e  absence o f  the  Federal  g r a n t .  

Thirty-seven o f  t h e  5 2  Federal g r a n t  programs 
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w i t h  over $ 1 0 0  m i l l i o n  i n  f i s c a l  year 1 9 7 8  

funding have maintenance of e f f o r t  requirements.  

Formula a l l o c a t i o n s  - of t h e  93 Federal  formula 

g r a n t  programs, 32 reward h i g h  g r a n t e e  expen- 

d i t u r e s  or  taxing e f f o r t  i n  a l l o c a t i n g  Federal  

funds ,  

I n  e f f e c t ,  these Federal  p o l i c i e s  reward increased 

spending i n  Federa l ly  favored a r e a s .  For S t a t e s  and 

l o c a l i t i e s  w i t h  growing budgets,  Federal g r a n t s  and t h e i r  

c o s t s  can be absorbed without r e a l  s a c r i f i c e  from o the r  

l o c a l l y  funded programs, For j u r i s d i c t i o n s  experiencing 

budget c u t s ,  however, t hese  Federal  g r a n t  p o l i c i e s  can 

become an important c o n s t r a i n t  f u r t h e r  complicating t h e  

t a sk  of managing c o n f l i c t  under a u s t e r i t y .  J u r i s d i c t i o n s  

t h a t  m u s t  c u t  spending a r e  faced w i t h  a c r u e l  dilemna. 

They can: 

(1) C u t  spending f o r  Federal  g r a n t s  and r i s k  

l o s s  o f  Federal  g r a n t  money, imposing a 

f u r t h e r  l o s s  of s e r v i c e s  on t roubled 

l o c a l  economies. 

( 2 )  C u t  spending d i s p r o p o r t i o n a t e l y  i n  non- 

f e d e r a l l y  funded s e r v i c e s  i n  o rder  t o  

avoid t r i g g e r i n g  t h e  l o s s  o f  Federal  f u n d s ,  

t h u s  d i s t o r t i n g  l o c a l  spending p r i o r i t i e s .  

Our eva lua t ion  s t u d i e s  i n d i c a t e  t h a t  many j u r i s -  

d i c t i o n s  choose t o  d i s t o r t  t h e i r  own p r i o r i t i e s  r a t h e r  
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m. 

than l o s e  Federal  a s s i s t a n c e .  I n  some c i t i e s ,  t h i s  means 

c u t t i n g  b a s i c  s e r v i c e s  t h a t  a r e  no t  f e d e r a l l y  funded such 

a s  p o l i c e ,  f i r e ,  o r  s a n i t a t i o n .  While l o c a l  governments may 

inc rease  o r  maintain t h e i r  Federal  revenues t h i s  way, they  

a l s o  increase  t h e i r  dependency on Federal  d i c t a t e s  and 

d i r e c t i v e s  and s u f f e r  a corresponding e ros ion  of t h e i r  d i s -  

c r e t i o n  over p o l i c i e s  and s e r v i c e s .  Budget s t r a t e g i e s  t h a t  

p r o t e c t  n a t i o n a l  p r i o r i t y  programs a t  t h e  expense o f  l o c a l l y  

funded programs may impair t he  capac i ty  of l o c a l  governments 

t o  respond t o  t h e  unique needs  of  t h e i r  c i t i z e n r y .  The u l t i -  

mate danger i s  impairing t h e  confidence of  c i t i z e n s  i n  t h e  

capac i ty  of government t o  respond t o  t h e i r  own perceived needs. 

T h u s ,  I am concerned t h a t  our intergovernmental  g r a n t  . 

system may n o t  on ly  complicate t h e  cons iderable  t a s k  o f  

managing government under f i s c a l  a u s t e r i t y ,  b u t  may i n  f a c t  

f u r t h e r  erode t h e  v o t e r s '  confid'ence i n  t h e i r  government's 

a b i l i t y  t o  f a i t h f u l l y  r e f l e c t  and execute  l o c a l  p r i o r i t i e s .  

T h i s  may f u r t h e r  promote t h e  p o l i t i c a l  a l i e n a t i o n  t h a t  

t r i g g e r s  tax r e v o l t s  i n  t he  f i r s t  p lace .  Indeed, one o f  t h e  

g r e a t  i r o n i e s  of t h e  r e c e n t  tax  r e v o l t  may be t h a t  movements 

o r i g i n a l l y  sparked by d i s a f f e c t i o n  and a l i e n a t i o n  o f  govern- 

ment from t h e  people may p lace  f u r t h e r  d i s t a n c e  between 

government and t h e  people by increas ing  t h e i r  dependency 

on e x t e r n a l  funding sources  and p o l i t i c a l  c o n s t r a i n t s .  

OPPORTUNITIES FOR CHANGE 

A pub l i c  s e c t o r  whose bas i c  rewards and incen t ives  were 

framed i n  an e r a  o f  growth w i l l  be challenged t o  a d j u s t  t o  
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t h e  new e r a  o f  slowdown o r  a u s t e r i t y .  The  p u b l i c  adminis t ra-  

t i o n  community and t h e  c i t i z e n r y  a l i k e  need t o  a d j u s t  t h e i r  

expec ta t ions  and va lues  t o  reward c r e a t i v e  management of s t r e s s  

and a u s t e r i t y .  

A l l  t h r e e  l e v e l s  of government m u s t  recognize t h e  oppor- 

t u n i t i e s  i nhe ren t  i n  a u s t e r i t y  t o  improve t h e  e f f e c t i v e n e s s  and 

responsiveness  of publ ic  programs. S p e c i f i c a l l y ,  chances f o r  

p o s i t i v e  Federal  a c t i o n s  have improved r e c e n t l y  i n  t h r e e  a r e a s  

o f  v i t a l  i n t e r e s t  t o  communities experiencing f i s c a l  and econo- 

mic problems: 

--Federal g r a n t  reform; 

- -product iv i ty  improvement; and 

- - f inanc ia l  management. 

Federal  g r a n t  reform - 
The need f o r  c o n s t r u c t i v e  reform o f  t he  intergovernmental  

g r a n t  system has become more apparent  s i n c e  passage of Propos i t ion  

13 .  C lea r ly ,  Federal  g r a n t  p o l i c i e s  which penal ize  expendi ture  

reduct ions  should be re-examined. I t  i s  encouraging t o  note  

increas ing  Federal  i n t e r e s t  i n  analyzing t h e  f i s c a l  impact o f  

Federal  mandates imposed on S t a t e  and l o c a l  governments. New 

l e g i s l a t i o n  r e c e n t l y  introduced w i t h  broad support  i n  t h e  House 

of Representa t ives  would r equ i r e  Congressional s t a f f  t o  analyze 

the c o s t  impact of  proposed l e g i s l a t i o n  on  S t a t e  and l o c a l  govern- 

ments, s i m i l a r  t o  t h e  " f i s c a l  no te"  process  used i n  some S t a t e s .  

Renewed concern f o r  t he  management problems fos t e red  by our 

fragmented c a t e g o r i c a l  g r a n t  system has heightened i n t e r e s t  i n  

g r a n t  reform, p a r t i c u l a r l y :  
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--Consolidation of t h e  mul t i tude  of 

c a t e g o r i c a l  g r a n t s  i n t o  broader purpose 

programs. 

- -Standardizat ion and s i m p l i f i c a t i o n  of 

t h e  confusing wel te r  of Federal  c ross -  

c u t t i n g  g r a n t  requirements.  

--Reduction of Federal  r epor t ing  and paper- 

work burdens imposed on g r a n t  r e c i p i e n t s .  

Last  month, I t e s t i f i e d  before  t h e  Senate on proposed 

l e g i s l a t i o n  which would he lp  r e a l i z e  these  reform o b j e c t i v e s .  

The Of f i ce  o f  Management and Budge t  i s  completing a compre- 

hensive assessment of  o p p o r t u n i t i e s  f o r  improving t h e  

management of t h e  Federal  g r a n t  system. T h i s  s tudy  may 

r e s u l t  i n  Federal  a c t i o n s  t o  b e t t e r  d e f i n e  i t s  r e l a t i o n s h i p s  

w i t h  g r a n t e e s ,  c e n t r a l i z e  and s t anda rd ize  t h e  management 

o f  Federal  g r a n t  programs, and hopefu l ly ,  reduce the  

i n t r u s i v e n e s s  of Federal  g r a n t s  i n  t h e  S t a t e  and l o c a l  

management process .  

P r o d u c t i v i t y  improvement 

P roduc t iv i ty  improvement has become a more r e l e v a n t  

s t r a t e g y  f o r  governments forced t o  d o  more w i t h  l e s s .  Pro- 

d u c t i v i t y  improvement programs have led  t o  s i g n i f i c a n t  

d o l l a r  sav ings  and improved performance i n  many o f  our 

Nat ion ' s  c i t i e s .  I n  a r ecen t  s t u d y ,  however, w e  found 

t h a t  t h i s  s t r a t e g y  i s  not  w i d e l y  used, e s p e c i a l l y  by 

S t a t e s  and l o c a l i t i e s  w i t h  f i s c a l  problems. Our s t u d y  

d i d  conclude t h a t  t h e  Federal  Government can encourage 
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more S t a t e  and l o c a l  i n t e r e s t  by providing c r i t i c a l  

f i n a n c i a l  and t e c h n i c a l  support  f o r  S t a t e  and l o c a l  

p r o d u c t i v i t y  improvement e f f o r t s .  I am encouraged by 

r ecen t  Adminis t ra t ion proposa ls  which '  would s t r eng then  

Federal  l e a d e r s h i p  i n  t h i s  a r ea  and o f f e r  a broader 

gene ra l  management improvement program f o r  S t a t e  and 

l o c a l  governments. 

F inanc ia l  management improvement - 
F i n a l l y ,  budget c r i s e s  have i n t e n s i f i e d  i n t e r e s t  i n  

improving S t a t e  and l o c a l  f i n a n c i a l  management p r a c t i c e s .  

Some of N e w  York C i t y ' s  f i s c a l  problems a r e  d i r e c t l y  a t t r i -  

bu tab le  t o  weaknesses i n  accounting and budgeting p r a c t i c e s .  

The f i n a n c i a l  r e p o r t s  of  many government o rgan iza t ions  not  

on ly  a r e  unclear b u t  do not  r e f l e c t  a l l  important a s s e t s  

and l i a b i l i t i e s .  S t a t e  and l o c a l  compliance w i t h  e s t a b l i s h e d  

accounting p r i n c i p l e s  i s  uneven a t  b e s t .  A major e f f o r t  i s  @Y 
ow underway by t h e  Nat ional  Council on Governmental Accounting 7 

t o  r ede f ine  accounting p r i n c i p l e s  and s tandards  fo r  S t a t e  and 

l o c a l  governments. Due t o  t h e  Federal  i n t e r e s t  i n  accu ra t e  

S t a t e  and l o c a l  f i n a n c i a l  r e p o r t s  fo r  g r a n t  programs, Congress 

has expressed i n t e r e s t  i n  e s t a b l i s h i n g  a f e d e r a l l y  cha r t e red  

o rgan iza t ion  t o  s e t  uniform accounting p r i n c i p l e s  f o r  S t a t e  

and l o c a l  governments. Ul t imate ly ,  t h e  primary b e n e f i c i a r i e s  

o f  accu ra t e  accounting systems w i l l  be S t a t e  and l o c a l  managers 

and t h e  taxpayers  themselves,  who w i l l  have access  t o  f u l l  

information on the  t o t a l  c o s t s  o f  competing po l i cy  op t ions .  
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A u d i t i n g  i s  another a r e a  of f i n a n c i a l  management t h a t  

has received much r e c e n t  a t t e n t i o n  a t  a l l  t h r e e  l e v e l s  of  

government. A s  pub l i c  confidence i n  government has waned, 

government a t  a l l  l e v e l s  has  devoted increas ing  a t t e n t i o n  t o  

quest ioning i t s e l f .  The scope of  government a u d i t i n g  has  ex- 

panded i n  r e c e n t  yea r s .  For example, i n  GAO we have placed more 

emphasis i n  r ecen t  yea r s  on t he  eva lua t ion  of program e f f i c i e n c y  

and program r e s u l t s  a s  well a s  more t r a d i t i o n a l  checks on 

f i n a n c i a l  mismanagement and f raud .  As a r e s u l t ,  a u d i t  f i n d i n g s  

have now become a c e n t r a l  t o o l  used by t h e  e l e c t o r a t e  t o  hold 

government accountable  t o  the  people.  

A u d i t i n g  o r g a n i z a t i o n s  a t  t he  Federal  l e v e l ,  of course , 
have much i n  common w i t h  S t a t e  and l o c a l  a u d i t o r s .  The s t a t e  

of t h e  a r t  i n  a u d i t i n g  pub l i c  programs i s  by no  means f i x e d ,  

e s p e c i a l l y  when eva lua t ing  the  e f f e c t i v e n e s s  o r  u l t ima te  

impact of complex government programs. Furthermore, due t o  

t h e  intergovernmental ized a s p e c t s  o f  major publ ic  programs, 

a u d i t o r s  a t  a l l  t h r e e  l e v e l s  o f  government f r equen t ly  f i n d  

themselves aud i t ing  t h e  same program. T h u s ,  we have found 

t h a t  t h e r e  is much t o  b e  gained through coopera t ive  e f f o r t s  

among a l l  l e v e l s  of government. To enhance p rospec t s  f o r  

improved a u d i t i n g  throughout t h e  e n t i r e  pub l i c  s e c t o r ,  

Intergovernmental  A u d i t  Forums have been e s t a b l i s h e d  a t  t he  

Nat ional  and r eg iona l  l e v e l s  t o  provide a f o c a l  p o i n t  fo r  

j o i n t  p r o j e c t s  and information t r a n s f e r  among Federa l ,  

S t a t e ,  and l o c a l  government a u d i t o r s .  A r ecen t  example of 

intergovernmental  a u d i t  p rogress  has been the  development o f  
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, .  a standard guide f o r  comprehensive f i n a n c i a l  and compliance 

a u d i t s  o f  o r g a n i z a t i o n s  r ece iv ing  Federal  a s s i s t a n c e  from a 

m u l t i t u d e  of g r a n t  programs. GAO, i n  cooperat ion w i t h  t h e  

Intergovernmental  A u d i t  Forums, took t h e  l ead  i n  developing 

t h i s  g u i d e ,  which could he lp  e l imina te  some of t h e  incons is -  

t e n c i e s  a r i s i n g  from t h e  uncoordinated a u d i t s  by Federal  

agencies  of each s e p a r a t e  g r a n t  program received by a s i n g l e  

g ran tee .  

CONCLUSION 

I n  c l o s i n g ,  I t h i n k  t h a t  resource s c a r c i t y  p r e s e n t s  

o p p o r t u n i t i e s  t o  those  of u s  i n  and o u t  o f  government who 

expect b e t t e r  performance and g r e a t e r  e f f e c t i v e n e s s  from 

our pub l i c  s e c t o r .  Resource cutbacks should inc rease  t h e  

need fo r  o r g a n i z a t i o n a l  s e l f - eva lua t ion  and c r i t i c i s m .  The 

value of  eva lua t ion  groups such a5  GAO a t  t h e  Federal  l e v e l  

should become more apparent a s  t h e  government and t h e  pub l i c  

a l i k e  search  f o r  ways t o  maintain o r  i nc rease  s e r v i c e s  w i t h  

less. We a t  GAO have produced innumerable eva lua t ions  o f  

Federal  programs where we have recommended a c t i o n s  lead ing  t o  

s p e c i f i c  d o l l a r  sav ings  or  improved program e f f e c t i v e n e s s .  

For example, we r e c e n t l y  pointed o u t  t h a t  t h e  Federal Government 

could recover a s  much a s  $ 3  b i l l i o n  i f  we i n s t i t u t e d  more 

e f f i c i e n t  deb t  c o l l e c t i o n  p r a c t i c e s .  I know t h a t  s t rong  

eva lua t ion  groups e x i s t  a t  t h e  S t a t e  and l o c a l  l e v e l  a s  wel l .  

A t  t h e  Federal  l e v e l ,  we should remove needless  con- 

s t r a i n t s  imposed by o u r  g r a n t  system on l o c a l  government's 

a b i l i t y  t o  e v a l u a t e  and c u t .  Furthermore, we should expand 
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Federal support  f o r  b u i l d i n g  l o c a l  government's e v a l u a t i v e  

capac i ty .  A s t rong  intergovernmental  p a r t n e r s h i p  forged by 

a mutual commitment t o  more e f f e c t i v e  government may be the  

b e s t  hope f o r  managing a pub l i c  s e c t o r  i n  t h e  t h r o e s  of  

resource s c a r e  i t y  . 
However , se l f - eva lua t ion  is  n o t  n e c e s s a r i l y  a n a t u r a l  

response f o r  governments c u t t i n g  back. Indeed, we have 

observed t h a t  some l o c a l  governments i n  f i s c a l  d i s t r e s s  c u t  

t h e i r  a n a l y t i c  and eva lua t ion  groups before  reducing more 

v i s i b l e  bas i c  s e r v i c e s .  Se l f -eva lua t ion  m u s t  be supported 

by a c i t i z e n r y  concerned w i t h  t h e  e f f e c t i v e n e s s  of  i t s  

government. I n  t h e  f i n a l  a n a l y s i s ,  enl ightened c i t i z e n s  

groups,  a s  represented  by your o rgan iza t ion ,  a r e  an e s s e n t i a l  

foundation f o r  an e f f e c t i v e  pub l i c  s e c t o r .  
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Ilr. Chairman and members of t h e  C o m m i t t e e ,  w e  are  

pleased to be h e r e  t o d a y  to  d i s c u s s  o u r  a n a l y s i s  of  t h e  

N a v y ' s  cost s t u d y  on t h e  p r o p o s e d  s e r v i c e  l i f e  e x t e n s i o n  

work r  and t h e  r e l a t i v e  a d v a n t a g e s  i n  award ing  it e i t h e r  t o  

1 
1 J 

2, t h e  P h i l a d e l p h i a  Nava l  S h i p y a r d  or Newport N e w s  S h i p b u i l d i n g  tw 
J and Dry Dock Company, a p r i v a t e  y a r d .  L e t  m e  say a t  t h e  c* 7 YG 

o u t s e t  t h a t  w e  b e l i e v e  o u r  p r io r  repor t  was and r e m a i n s  

v a l i d .  A s  s t a t ed  i n  o u r  r epor t ,  there  was a dec ided  cost  

a d v a n t a g e  i n  f a v o r  of  Newport N e w s .  

I would l i k e  t o  b r i e f l y  e x p l a i n  t h e  background and 

o u r  invo lvemen t  i n  t h i s  i s s u e .  Then I p l a n  to  a d d r e s s  t h e  

most r e c e n t  Navy s t u d y  and comment on some of  t h e  c o n c e r n s  

ra ised by t h e  Deputy Secre ta ry  o f  D e f e n s e .  I would also 

l i k e  to c a l l  y o u r  a t t e n t i o n  t o  a p p e n d i x e s  I1 and 111, showing 

o u r  p o s i t i o n  i n  more d e t a i l  as it impacts t h e  o r i g i n a l  and 

r e v i s e d  Navy s t u d y  and o u r  e v a l u a t i o n s  and comments on t h e  

s t u d y  made by W i l l i a m  N .  Lanen ,  a g r a d u a t e  s t u d e n t  a t  t h e  

Wharton S c h o o l ,  f o r  t h e  C i t y  of P h i l a d e l p h i a .  

BACKGROUND 

The Navy is embark ing  on a s e r v i c e  l i f e  e x t e n s i o n  pro- 

gram for  f o u r  of  i t s  o lde r  car r ie rs  w i t h  p o t e n t i a l  fo l low-on  

s h i p s  beyond t h e  f o u r .  The i n i t i a l  q u e s t i o n  was where  s h o u l d  

t h i s  work be done-- in  t h e  P h i l a d e l p h i a  N a v a l  S h i p y a r d  or i n  a 

p r i v a t e  s h i p y a r d .  The  Navy c o n s i d e r e d  s p l i t t i n g  t h e  workr  

b u t  f e l t  t h e  a d v a n t a g e s  i n  l e a r n i n g  c u r v e  and work f o r c e  
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management c l e a r l y  p o i n t e d  to  d o i n g  a l l  f o u r  ca r r ie rs  i n  one  

ya rd  o v e r  a s p e c i f i e d  p e r i o d  of time. 

I n  t h e  i n i t i a l  cost s t u d y ,  w h i c h  t h e  Navy comple t ed  i n  

J u n e  1978 ,  a number of a s s u m p t i o n s  and c o n c e r n s  were ex- 

p r e s s e d .  The more i m p o r t a n t  i n c l u d e d  : 

1. 

2. 

3 .  

4 .  

GAO was 

Rapid b u i l d u p  a t  P h i l a d e l p h i a  cou ld  be a 

problem.  

P h i l a d e l p h i a ,  i n  order to  a c c o m p l i s h  t h e  work 

w i t h i n  t h e  compressed t imeframe w o u l d  have  to  

u s e  1474 members o f  t h e  s h i p ' s  crew. 

The Newport N e w s  s h i p y a r d  c o u l d  p e r f o r m  t h e  

f i r s t  c a r r i e r ;  b u t  n o t  t h e  t h r e e  fo l low-on 

c a r r i e r s ,  because of c o n g e s t i o n  i n  t h e  y a r d .  

(The  Navy now c o n c l u d e s  t h a t  Newport N e w s  c a n  

h a n d l e  t h e  e n t i r e  work . )  

Newport N e w s  c o u l d  n o t ,  o r  would n o t  u s e  t h e  

s h i p ' s  crew. 

asked  to r e v i e w  t h e  cost s t u d y  and i s s u e d  i ts  report  

o n  September  2 2 ,  1978. P r i o r  to t h i s  d a t e  w e  met w i t h  

i n t e r e s t e d  members and s t a f f  members of t h e  two a f f e c t e d  

y a r d s .  

I n  summary GAO f e l t  t h a t  t h e  cost s t u d y  s h o u l d  be ad- 

j u s t e d  i n  s e v e r a l  areas,  t h e  n e t  e f f e c t  was to  p r o v i d e  N e w -  

p o r t  N e w s  w i t h  a g r e a t e r  cos t  a d v a n t a g e  t h a n  t h e  Navy had 

shown. 
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Navy o f f i c i a l s  g e n e r a l l y  c o n c u r r e d  w i t h  our 

a d j u s t m e n t s  and c o n c l u s i o n s .  We recommended t h a t  i n  v iew 

o f  t h e  s i z e a b l e  cost  d i f f e r e n c e s ,  t h e  Navy r e e v a l u a t e  i ts  

p o s i t i o n  t o  award t h e  carr ier  t o  P h i l a d e l p h i a .  

W e  a l so  b e l i e v e d  t h a t  a new s t u d y  was needed which 

s h o u l d  e v a l u a t e  (1) w h e t h e r  it is p o s s i b l e  t o  o b t a i n  

t h e  needed s k i l l e d  s h i p b u i l d i n g  w o r k e r s  a t  P h i l a d e l p h i a  for  

t h e  program, ( 2 )  w h e t h e r  there is a va r i ance  between t h e  

p r o d u c t i v i t y  a t  p u b l i c  and p r i v a t e  s h i p y a r d s ,  ( 3 )  w h e t h e r  

or n o t  t h e  s h i p ’ s  crew s h o u l d  be used a t  Newport N e w s ,  and 

( 4 )  t h e  impact of t h e  program on t h e  p l a n n e d  m o d e r n i z a t i o n  

program a t  t h e  P h i l a d e l p h i a  Nava l  S h i p y a r d .  

The r e q u i r e m e n t  f o r  s u c h  a s t u d y  was mandated by 

S e c t i o n  811  of t h e  FY 1979 A p p r o p r i a t i o n  A u t h o r i z a t i o n  A c t  

( P L .  95-485) .  P a r a g r a p h  ( a )  (1) r e a d s  as f o l l o w s :  

“ t h e  S e c r e t a r y  of t h e  Navy c o n d u c t s  a comprehens ive  

l e a s t  cost  a p p r o a c h  s t u d y  ( A )  compar ing  t h e  cost of  

c a r r y i n g  o u t  s u c h  programs a t  p u b l i c  s h i p y a r d s  w i t h  

t h e  costs  of c a r r y i n g  o u t  such  programs a t  p r i v a t e  

s h i p y a r d s ,  and ( B )  e v a l u a t i n g  such  o t h e r  f a c t o r s  

as t h e  S e c r e t a r y  of  t h e  Navy c o n s i d e r s  s h o u l d  be 

t a k e n  i n t o  a c c o u n t . .  .I‘ 
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CURRENT NAVY STUDY __------- 

A f t e r  r e v i e w i n g  t h e  N a v y ' s  r e v i s e d  cost es t imates  

and o t h e r  r e l e v a n t  f a c t o r s ,  t h e  Chief  o f  Naval  O p e r a t i o n s  

and t h e  S e c r e t a r y  of t h e  Navy s t a t e d  t h a t  

- - cos t s  shou ld  n o t  be c o n t r o l l i n g .  

- - the  a v a i l a b i l i t y  of f a c i l i t i e s  a t  Newport N e w s  

h a s  been a s s u r e d .  

--Newport N e w s  h a s  i n d i c a t e d  a w i l l i n g n e s s  t o  

accept t h e  Navy crew t o  do  t h e  work s h o u l d  it 

be r e q u i r e d .  

- - r e l i e f  from c i v i l i a n  e n d - s t r e n g t h  l i m i t a t i o n s  

would be n e c e s s a r y  b e f o r e  t h e  S a r a t o g a  c o u l d  

be s e n t  t o  P h i l a d e l p h i a .  

More s p e c i f i c a l l y ,  t h e  Chief  of Naval  O p e r a t i o n s  

s a i d  t h a t  t h e  l a r g e  c o s t  d i f f e r e n c e s  i n  f a v o r  o f  

Newport N e w s ,  t a k e n  i n  a g g r e g a t e  w i t h  other  r e l e v a n t  

f a c t o r s  such  as p e r s o n n e l  morale, t h e  a b i l i t y  of Newport 

N e w s  t o  t a k e  a l l  f o u r  SLEP s h i p s  w i t h o u t  i n t e r f e r e n c e  

w i t h  o ther  Navy work, and t h e  s e v e r e  l i m i t a t i o n s  on t h e  

Navy's  c i v i l i a n  e n d - s t r e n g t h  l e n d s  s t r o n g  s u p p o r t  t o  

r e v e r s i n g  t h e  e a r l i e r  d e c i s i o n  and a s s i g n i n g  t h e  

S a r a t o g a  t o  Newport N e w s .  

On J a n u a r y  2 5 ,  1 9 7 9 ,  t h e  Deputy S e c r e t a r y  of  Defense  

s u b m i t t e d  t o  t h e  S e n a t e  and House Armed S e r v i c e s  Committees 
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t h e  r e v i s e d  Navy s t u d y  and h i s  c o n c l u s i o n  t h a t  t h e  

car r ie r  work s h o u l d  be done a t  t h e  P h i l a d e l p h i a  Naval  

S h i p y a r d .  

The S e c r e t a r y  s t a t e s  t h a t  costs s h o u l d  n o t  be t h e  

d e t e r m i n i n g  f a c t o r ,  s i n c e  a t  b e s t  t h e y  are s o f t  and 

n o t  c o n c l u s i v e .  H e  s t a t e s  t h e  f o l l o w i n g  f a c t o r s  were also 

c o n s i d e r e d :  

- - c o n g e s t i o n  a t  t h e  Newport N e w s  y a r d ,  

- - a v a i l a b i l i t y  of f a c i l i t i e s  a t  Newport N e w s ,  

- - s e r i o u s  pend ing  labor  c o n t r o v e r s i e s  a t  Newport 

N e w s ,  and 

- -advantage  of m a i n t a i n i n g  an  a d d i t i o n a l  East Coast 

ya rd  w i t h  ca r r i e r  SLEP and o v e r h a u l  c a p a b i l i t y .  

H e  c o n c l u d e s ,  and I q u o t e :  

" I n  summary w e  c o n t i n u e  t o  f ee l  t h a t  P h i l a d e l p h i a  Naval  

S h i p y a r d  is t h e  l o g i c a l  place to  pe r fo rm t h e  SARATOGA SLEP 

and t h a t  t h e  cost  s t u d y  and o t h e r  non-cos t  f a c t o r s  c o n s i d e r e d  

have n o t  p r o v i d e d  a s u f f i c i e n t  b a s i s  on which t o  change  t h e  

d e c i s i o n  t h e  S e c r e t a r y  of t h e  Navy made l a s t  A p r i l . "  

GAO h a s  n o t  had an  o p p o r t u n i t y  to r e v i e w  i n  d e t a i l  t h e  

r e v i s e d  s t u d y ,  however ,  w e  d o  n o t  have s e r i o u s  p rob lems  w i t h  

t h e  Navy ' s  cost  estimates.  A s  p o i n t e d  o u t  e a r l i e r  w e  had 

reached s u b s t a n t i a l  a g r e e m e n t  on t h e  p r ior  da t a .  The para- 

mount q u e s t i o n  h e r e  is what a s s u m p t i o n s  s h o u l d  be u s e d ,  
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and \:hat d a t a  s l iou ld  he c o n p a r e d .  Much c o n f i i s i o n  h a s  been  

created by compar ing  u n l i k e  i teins. T h i s  is u n d e r s t a n d a b l e  

when one c o n s i d e r s  t h e  number of  cos t  a l t e r n a t i v e s  p r e s e n t e d .  

I n  essence we have s i x  d i f f e r e n t  assumptions f o r  P h i l a d e l p h i a  

and  two d i f  f e r e n t  a s s u n p t i o n s  for  Newport N e w s .  These  i n c l u d e  

t h r e e  s e t s  of a s s u m p t i o n s  and f i g u r e s  f o r  P h i l a d e l p h i a  w i t h  or 

w i t h o u t  wage reform, and two a s s u m p t i o n s  for Newport N e w s ,  o n e  

r e f l e c t i n g  f u l l  u s e  of t h e  s h i p ' s  crew l a b o r ,  t h e  second  non-use 

of s h i p ' s  crew l abo r .  We have  shown t h e s e  v a r i q u s  cost 

a l t e r n a t i v e s  i n  Appendix I .  

As can  be s e e n  from t h e  d a t a  .which was p r e p a r e d  by the 

Navy one could a r g u e  t h a t  Newport  N e w s  h a s  a cost a d v a n t a g e  

if t h e  s h i p ' s  crew were used  of e i t h e r  $80  m i l l i o n  or $37 mil- 

l i o n  depend ing  on what  a s s u m p t i o n s .  are used  for  Government  

r e t i r e m e n t  b e n e f i t s  and wage reform. 

The S e c r e t a r y  of t h e  Navy i n  h i s  letter used t h e  $37 

m i l l i o n  f i g u r e  as b e i n g  t h e  n e t  d i f f e r e n c e  which  assumed 

a 7 . 1  p e r c e n t  r e t i r e m e n t  factor and wage r e f o r m .  

We b e l i e v e  t h e  f o l l o w i i i g  a s s u m p t i o n s  and r e s u l t a n t  

cost factors  s h o u l d  be used  i n  t h e  c o m p a r i s o n s ' o f  t h e  t w o  

yards. 

1. -- Use .-- _-- of - - s h i p ' s  .-. .---.- crew--The Newport N e w s  o p t i o n  w i t h o u t  

s h i p ' s  crew is e n d o r s e d  by t h e  C h i e f  o f  N a v a l  O p e r a t i o n s  
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2. 

f o r  morale p u r p o s e s .  W e  h a v e  p r e v i o u s l y  s t a t e d  

o u r  p r e f e r e n c e  f o r  t h i s  o p t i o n .  T h i s  u n f o r t u n a t e -  

l y  was n o t  o n e  of t h e  Navy o p t i o n s  a t  P h i l a d e l p h i a ,  

s i n c e  t h e  crew is needed  as a labor f o r c e  a t  

P h i l a d e l p h i a  t o  meet t h e  program s c h e d u l e .  I f  

t h e  Newport N e w s  o p t i o n  w i t h o u t  crew were s e l e c t e d ,  

t h e n  f o r  c o m p a r i s o n  p u r p o s e s ,  o n e  would h a v e  to  make 

t h e  same a s s u m p t i o n  f o r  P h i l a d e l p h i a .  T h i s  

c o m p a r i s o n  h a s  n o t  b e e n  made f o r  P h i l a d e l p h i a ,  

b u t  i f  it were, t h e  u s e  o f  c i v i l i a n  r a t e s  would 

i n c r e a s e  P h i l a d e l p h i a ' s  costs t h u s  f u r t h e r  w i d e n i n g  

t h e  gap i n  f a v o r  of Newport N e w s .  W h i l e  t h i s  

would be t h e  p r e f e r r e d  o p t i o n  we h a v e  n o t  u s e d  

i t ,  s i n c e  a c c o r d i n g  to t h e  Navy it h a s  no c h o i c e  

b u t  t o  u s e  t h e  s h i p ' s  crew t o  meet t h e  s c h e d u l e .  

C i v i l  S e r v i c e  r e t i r e m e n t  f a c t o r - - O u r  p r i o r  r epor t  

p o i n t e d  o u t  t h a t  t h e  7 . 1  p e r c e n t  cos t  f a c t o r  u s e d  

i n  past  a n a l y s e s  is g r o s s l y  u n d e r s t a t e d  and w e  be- 

l i e v e  t h e  c u r r e n t  O f f i c e  of Management and Budget  

ra te  o f  20.4 s h o u l d  be u s e d .  I n  a p r i o r  report  

t o  t h e  C o n g r e s s ,  w e  recommended an  e v e n  h i g h e r  

f i g u r e  o f  24 .7 .  The cost d i f f e r e n c e  b e t w e e n  t h e  

7 . 1  p e r c e n t  and 20 .4  p e r c e n t  amounts  to  a b o u t  

$27 m i l l i o n .  
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3 .  Wage board re form-- In  prior reports we have  e n d o r s e d  

t h e  c o n c e p t  and need for  wage boa rd  reform. A l s o  

Off ice of  Management and Budget  g u i d a n c e  r e q u i r e s  

t h a t  f o r  e s t i m a t i n g  p u r p o s e s  f o r  F i sca l  Year 1979 

and s u b s e q u e n t  y e a r s  p a s s a g e  of wage boa rd  r e f o r m  

l e g i s l a t i o n  s h a l l  be assumed. Whi le  w e  showed b o t h  

f i g u r e s  i n  o u r  prior report ,  it may be more r e a l i s t i c  

to use  t h e  cost  f i g u r e s  w i t h o u t  wage boa rd  re- 

form,  b e c a u s e  p a s s a g e  of  l e g i s l a t i o n  d o e s  n o t  

appear to be imminent .  The cost d i f f e r e n c e s  between 

t h e  t w o  a s s u m p t i o n s  amounts  t o  about $19 m i l l i o n .  

4. Corporate taxes--Office of Management and Budget  

C i r c u l a r  A-76 r e q u i r e s  t h a t  f o r  cost c o m p a r i s o n s ,  

between Government and p r i v a t e  f a c i l i t i e s ,  corpo- 

ra te  t a x e s  l o s t  be i n c l u d e d  as a f a c t o r .  The 

amount i n c l u d e d  as  corporate t a x e s  los t  i n  t h e  

l a t e s t  Navy s t u d y  is $18.1  m i l l i o n .  

Given t h e  above s t a t e d  a s s u m p t i o n s  w e  b e l i e v e  t h e  c u r -  

r e n t  Navy f i g u r e  of $80 m i l l i o n  i n  f a v o r  of  Newport N e w s  is 

t h e  more r e a l i s t i c .  I want  to  p o i n t  o u t  t h a t  t h e  Navy, i n  

i t s  r e v i s e d  s t u d y ,  a d j u s t e d  t h e  P h i l a d e l p h i a  estimates 

downward by $ 3 6  m i l l i o n ,  p r i m a r i l y  i n  t h e  l a b o r  c a t e g o r y .  

W e  have n o t  e v a l u a t e d  t h e  s u p p o r t i n g  d a t a  f o r  t h i s  a d j u s t m e n t ,  

b u t  t h i s  s i n g l e  item is t h e  major d i f f e r e n c e  be tween t h e  cost 

f i g u r e s  w e  used i n  o u r  r epor t  and t h e  c u r r e n t  Navy f i g u r e s .  
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A s  n o t e d  e a r l i e r  i n  my s t a t e m e n t  t h e  Navy i n  i ts  

f i r s t  s t u d y  had c e r t a i n  c o n c e r n s .  I n  t h e  r e v i s e d  s t u d y  

t h e s e  c o n c e r n s  were no l o n g e r  c o n s i d e r e d  v a l i d .  The Deputy 

S e c r e t a r y  o f  Defense  h a s ,  however ,  r a i s e d  o t h e r  i ssues  which 

are  a d d r e s s e d  below. 

SHIPYARD CONGESTION AND 

AVAILABILITY O F  F A C I L I T I E S  

When t h e  S e c r e t a r y  of t h e  Navy made h i s  i n i t i a l  deci- 

s i o n  t o  per form t h e  s e r v i c e  l i f e  e x t e n s i o n  f o r  t h e  Saratoga 

a t  t h e  P h i l a d e l p h i a  Nava l  S h i p y a r d ,  t h e  Navy assumed t h a t  

c o n s t r u c t i o n  of  a new a i r c r a f t  car r ie r  a t  Newport N e w s  would 

p r e c l u d e  t h a t  y a r d  from a c c o m p l i s h i n g  t h e  fo l low-on  s e r v i c e  

l i f e  e x t e n s i o n  programs b e c a u s e  o f  an i n t e r f e r e n c e  problem 

c a u s e d  by t h e  s i z e  of a v a i l a b l e  d r y d o c k s .  

The Navy made t h i s  a s s u m p t i o n  b e c a u s e  i t s  a n a l y s i s  of 

t h e  f a c i l i t i e s  a t  Newport N e w s  w a s  l i m i t e d  p r i m a r i l y  t o  t h e  

f a c i l i t i e s  i n  t h e  s o u t h  y a r d  which are c u r r e n t l y  used f o r  

Navy work. 

Newport N e w s  t o l d  t h e  Navy on  J u n e  2 2 ,  1 9 7 8 ,  t h a t  it 

had t h e  f a c i l i t i e s  r e q u i r e d  t o  a c c o m p l i s h  t h e  f o u r  s e r v i c e  

l i f e  e x t e n s i o n  p rograms  w i t h o u t  c o n f l i c t i n g  w i t h  o t h e r  Navy 

programs. Newport N e w s  s a i d  t h a t  it was w i l l i n g  to  commit 
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t h e  n e c e s s a r y  f a c i l i t i e s  i n  t h e  s o u t h  and n o r t h  yards  f o r  

t h e  work on t h e  f o u r  s h i p s  p r o v i d e d  t h a t  it r e c e i v e d  a s i m i -  

l a r  commitment from t h e  Navy. 

On J u l y  1 4 ,  1978 ,  Newport N e w s  comple t ed  a s t u d y  iden -  

t i f y i n g  v a r i o u s  f a c i l i t y  m o d i f i c a t i o n s  r e q u i r e d  f o r  it t o  

h a n d l e  t h e  s e r v i c e  l i f e  e x t e n s i o n  p rograms  and t o l d  

us t h a t  t h e  m o d i f i c a t i o n s  would cos t  a b o u t  $ 2 . 5  m i l l i o n  i n  

1978 d o l l a r s .  Newport N e w s  s a i d  t h a t  3 t o  6 months  

would be a d e q u a t e  for t h e  f a c i l i t y  m o d i f i c a t i o n s .  

A s u b s e q u e n t  Navy s u r v e y  found t h a t  t h e  Newport 

N e w s  f a c i l i t i e s  are a d e q u a t e .  

LABOR CONTROVERSIES 

For  o v e r  a week t h e  s h i p y a r d  w o r k e r s  a t  Newport N e w s  

have been  on s t r i k e .  A major c o n c e r n  a b o u t  t h e  s t r i k e  is 

i t s  e f f e c t  on t h e  s h i p y a r d ' s  labor  r a t e  and i ts  impact on 

Navy ' s  and o u r  cost a n a l y s i s .  I have no way of t e l l i n g  

how t h e  s t r i k e  w i l l  a f f e c t  t h e  s h i p y a r d ' s  l a b o r  r a t e .  

Bu t ,  t h e  a v e r a g e  labor  ra te  t h a t  w e  p r o j e c t e d  a t  Newport 

N e w s  f o r  F e b r u a r y  1980 is 24 p e r c e n t  h i g h e r  t h a n  t h e  a c t u a l  

a v e r a g e  labor r a t e  f o r  F e b r u a r y  1978.  The wage e s c a l a t i o n  

p r o j e c t . i o n  is w e l l  above  t h e  P r e s i d e n t ' s  wage pr ice  g u i d e -  

l i n e s .  
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MOBILIZATION NEEDS 

The S e c r e t a r y  of t h e  Navy s a i d  t h a t  among t h e  fac tors  

he c o n s i d e r e d  l a s t  year t h a t  i n f l u e n c e d  h i s  d e c i s i o n  t o  

a s s i g n  t h e  S a r a t o g a  to P h i l a d e l p h i a  was t h e  d e s i r a b i l i t y  

of m a i n t a i n i n g  an e f f e c t i v e  car r ie r  o v e r h a u l  c a p a b i l i t y  

a t  a second East Coast N a v a l  S h i p y a r d .  R e c e n t l y  t h e  

S e c r e t a r y  said t h a t  h i s  d e s i r e  r e m a i n s  unchanged,  b u t  

w i t h  t h e  a v a i l a b i l i t y  of b o t h  Newport N e w s  and N o r f o l k  

N a v a l  S h i p y a r d  t h i s  is n o t  a c o n t r o l l i n g  f a c t o r .  

I n  a 1978 report  - 1/ w e  p o i n t e d  o u t  t h a t  t h e  c u r r e n t  

s i z e  of t h e  Navy’s  s h i p y a r d  complex h a s  e v o l v e d  w i t h o u t  

a d e q u a t e  c o n s i d e r a t i o n  o f  m o b i l i z a t i o n  r e q u i r e m e n t s .  I n  

t h e  report  we a lso s t a t e d  t h a t  i n  d e t e r m i n i n g  i t s  s h i p y a r d  

n e e d s ,  t h e  Navy s h o u l d  c o n s i d e r  e x i s t i n g  p r i v a t e  y a r d s .  

S e c t i o n  809 o f  t h e  D e f e n s e  I n d u s t r i a l  R e s e r v e  A c t  o f  

1973 ( P . L .  93-155) c l e a r l y  s t a t e s  t h a t  f o r  m o b i l i z a t i o n  

p l a n n i n g ,  Government-owned p l a n t s  are t o  be h e l d  t o  t h e  

minimum r e q u i r e m e n t s  f o r  immedia te  u s e  i n  t i m e  of n a t i o n a l  

emergency and t h a t  to  t h e  maximum e x t e n t  p r a c t i c a b l e ,  r e l i -  

a n c e  w i l l  be placed upon p r i v a t e  i n d u s t r y  f o r  s u p p o r t  o f  

d e f e n s e  p r o d u c t i o n .  

- l / N a v a l  S h i p y a r d s - - B e t t e r  D e f i n i t i o n  of M o b i l i z a t i o n  Requ i re -  
ments  And Improved P e a c e t i m e  O p e r a t i o n s  A r e  Needed; LCD- 
77-450; March 31,  1978 .  
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OTHER ISSUES 

I n  a d d i t i o n  to  t h e  i s s u e s  I have  a l r e a d y  d i s c u s s e d ,  

t h e  Deputy S e c r e t a r y  o f  Defense  c i t e d  t w o  i s s u e s  t h a t  he 

b e l i e v e d  a t t e s t  t o  t h e  " s o f t n e s s "  of t h e  cost estimates; 

namely o p p o r t u n i t y  costs and p r o d u c t i v i t y .  I would l i k e  to  

b r i e f l y  comment on t h e s e  i s s u e s .  

O p p o r t u n i t y  costs 

The Navy sa id  t h a t  a s s i g n i n g  t h e  S a r a t o g a  to  e i t h e r  

P h i l a d e l p h i a  or Newport N e w s  would p e r m i t  management t o  

a l loca te  overhead  costs  on a b r o a d e r  b a s e .  

Newport N e w s  e s t i m a t e d  t h a t  $18.2 m i l l i o n  i n  Govern- 

ment costs to  o t h e r  work would be avoided  i f  it r e c e i v e d  

t h e  S a r a t o g a  and cou ld  d i s t r i b u t e  i ts  f i x e d  overhead  costs 

o v e r  a g r e a t e r  d i rec t  l a b o r  base .  N e i t h e r  w e  no r  t h e  Navy 

have reviewed t h i s  estimate.  

The Navy claims t h a t  t h e  l a b o r  ra tes  a t  P h i l a d e l p h i a  

w i l l  i n c r e a s e  between $20 t o  $27 per day i f  t h e  S a r a t o g a  

is n o t  s e n t  to  P h i l a d e l p h i a .  The Navy, t h e r e f o r e ,  

c a l c u l a t e d  t h a t  a b o u t  $ 4 4  m i l l i o n  could  be avo ided  by 

do ing  t h e  work a t  P h i l a d e l p h i a .  The Navy also s t a t e d  t h a t  

t h e s e  were u n o f f i c i a l  p r o j e c t i o n s .  
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The Navy p o i n t e d  o u t  t h a t  a l t h o u g h  t h e s e  estimates 

r e s u l t e d  i n  a n e t  a d v a n t a g e  o f  $25 .8  m i l l i o n  t o  P h i l a d e l p h i a ,  

t h e y  were n o t  used  i n  t h e  s t u d y  b e c a u s e  

a.  

b. 

C .  

We 

There  is no way of p r e d i c t i n g  w i t h  c e r t a i n t y  

what  o t h e r  work would o c c u r  i n  e i t h e r  yard i n  t h e  

a b s e n c e  of  t h e  c a r r i e r  SLEP work ( a n d  t h e  r e s u l t a n t  

o v e r h e a d  e f f e c t s  are t h e r e f o r e  u n p r e d i c t a b l e )  . 
I t  is n o t  c lear  t h a t  t h e  $18 .2  m i l l i o n  and 

$ 4 4  m i l l i o n  o v e r h e a d  cost es t imates  are 

comparab le  cos t s  ( i . e . ,  i n c l u d e  t h e  same cost  

e l e m e n t s ) .  

The p r e s e n t  s t u d y  h a s  n o t  r e f l e c t e d  t h e  costs  

a s s o c i a t e d  w i t h  equ ipmen t  d e p r e c i a t i o n  and /o r  i n -  

terest expenses a t  Philadelphia (such costs are i m -  

p l i c i t  i n  t h e  o v e r h e a d  rates o f  commercial a c t i v i -  

t i e s ) .  

r e c o g n i z e  t h a t  t h e s e  costs a re  d i f f i c u l t  to  q u a n t i f y  

p r e c i s e l y  b u t  i f  t h e  t o t a l  costs  t o  t h e  Government are to  be  

known we b e l i e v e  t h a t  t h e  a s s u m p t i o n s  r e q u i r e d  to make t h e  

estimates s h o u l d  be s t a t e d  c l e a r l y  and a t tempts  s h o u l d  b e  

made t o  d e t e r m i n e  t h e  costs .  

T h e r e  are o t h e r  o p p o r t u n i t y  costs ,  which  w e  a l so  

r e c o g n i z e  are d i f f i c u l t  to  q u a n t i f y ,  b u t  which  s h o u l d  be 

c o n s i d e r e d  s u c h  as 
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1. The i n c r e a s e d  costs  and n e g a t i v e  morale 

impact of assigning t h e  s e r v i c e  l i f e  e x t e n s i o n  

program t o  P h i l a d e l p h i a  s i n c e  two t h i r d s  

of a l l  A t l a n t i c  F l e e t  carriers are homepor ted  

i n  N o r f o l k .  The C h i e f  of Nava l  O p e r a t i o n s  

c o n s i d e r e d  t h i s  a r e l e v a n t  f a c t o r .  

2 .  The a d v a n t a g e  of a s s i g n i n g  o v e r  1 , 1 0 0  s a i l o r s  

to t h e  S a r a t o g a  d u r i n g  t h e  s e r v i c e  l i f e  e x t e n -  

s i o n  program v e r s u s  making be t te r  u s e  of t h e s e  

scarce manpower assets  e l s e w h e r e  i n  t h e  f l e e t .  

3 .  The e f f e c t  on  l a b o r  ra tes  a t  s h i p y a r d s  f rom which  

work was p u l l e d  i n  o r d e r  to  i n c r e a s e  t h e  work load  

a t  P h i l a d e l p h i a .  
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P r o d u c t i v i t y  

The  Navy s t u d y  r e c o g n i z e s  a p r o d u c t i v i t y  a d v a n t a g e  to  

Newport N e w s  by assuming t h e  same amount of p r o d u c t i v e  labor 

d a y s  a t  b o t h  s h i p y a r d s  even  though  many d i r e c t  l a b o r  c h a r g e s  

a t  Newport N e w s  are c h a r g e d  as ove rhead  a t  P h i l a d e l p h i a .  I n  

commenting on t h e  Navy s t u d y  t h e  Ch ie f  o f  Nava l  O p e r a t i o n s  

s a i d  t h a t  it is r e a s o n a b l e  t o  a s s i g n  a p r o d u c t i v i t y  a d v a n t a g e  

t o  N e w p o r t  N e w s  i n  v iew o f  t h a t  y a r d ' s  e x p e r i e n c e  i n  t h e  con- 

s t r u c t i o n  and o v e r h a u l  o f  l a r g e  s h i p s  and t h e  f a c t  t h a t  New-  

p o r t  N e w s  w i l l  n o t  be r e q u i r e d  t o  r e spond  to  h i g h  p r i o r i t y  

emergency work, as  P h i l a d e l p h i a  w o u l d .  The Ch ie f  o f  Naval  

O p e r a t i o n s  f u r t h e r  added t h a t  

"Though d i f f i c u l t  to  assess,  t h e  a d v a n t a g e  is 

r e a l  and s h o u l d  n o t  be i g n o r e d  i f  t h e  t r u e  

compar ison  of  costs  is t o  be made." 

Accord ing  t o  t h e  Navy, t h e  a d v a n t a g e  to  Newport N e w s  

is imprecise b u t  appears to  be a b o u t  1 5  to  20 p e r c e n t .  The 

a d v a n t a g e  was d e r i v e d  p r i m a r i l y  from a p r o d u c t i v i t y  compari- 

son  made for t h e  Navy ( n o t  GAO) of submar ine  o v e r h a u l  

work done a t  a p r i v a t e  (Newport N e w s )  and a p u b l i c  

ya rd  ( B r e m e r t o n )  . 
W e  r e c o g n i z e  t h a t  to  p r e c i s e l y  d e t e r m i n e  a p r o d u c t i v i t y  

a d v a n t a g e  of one s h i p y a r d  o v e r  a n o t h e r  would be d i f f i c u l t .  

W e  b e l i e v e  t h e  Navy ' s  r a t i o n a l e  is l o g i c a l  and o t h e r  s t u d i e s  

c o u l d  be c i ted i n  s u p p o r t  o f  t h i s  p o s i t i o n .  For example ,  
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Booz A l l e n  s t u d i e s  i n  1972 and 1977 ,  c o n c l u d e d  t h a t  it is 

cheaper to c o n s t r u c t  and o v e r h a u l  sh ips  i n  p r i v a t e  y a r d s .  

A 1 9 7 1  E r n s t  & E r n s t  s t u d y  came to a s imilar  c o n c l u s i o n .  

I n  summary M r .  Cha i rman,  w e  r e c o g n i z e  t h a t  t h i s  d e c i s i o n  

is a complex one .  We c e r t a i n l y  do n o t  claim t o  have  a l l  t h e  

a n s w e r s .  We have worked c l o s e l y  w i t h  t h e  Navy i n  t h i s  r e v i e w .  

A s  we see it, it comes down to  which a s s u m p t i o n s  s h o u l d  be 

used .  We have g i v e n  you o u r  r e a s o n s  f o r  and a g a i n s t  c e r t a i n  

a s s u m p t i o n s .  Based on  t h e  a s s u m p t i o n s  w e  u s e d ,  we  b e l i e v e  

t h e  c u r r e n t  Navy f i g u r e  of $80 m i l l i o n  i n  f a v o r  of Newport 

N e w s  is more r e a l i s t i c .  We hope t h a t  w e  have  h e l p e d  you i n  

s o r t i n g  t h r o u g h  a myr iad  of cost  da t a .  

M r .  Chai rman,  t h i s  c o n c l u d e s  my prepared s t a t e m e n t .  We 

w i l l  be happy to  answer  y o u r  q u e s t i o n s  a t  t h i s  t i m e .  
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APPENDIX I APPENDIX I 

P h i l a d e l p h i a  

VARIOUS COST OPTIONS 

PRESENTED I N  THE R E V I S E D  

- NAVY STUDY 

C i v i l  S e r v i c e  
r e t i r e m e n t  
f a c t o r  
( p e r c e n t )  

Cost w i t h  
s h i p s  f o r c e  
( m i l l i o n s )  

Newport N e w s  

Wi th  s h i p s  
f o r c e  
( m i l l  i o n s )  

W i t h o u t  sh ips  
f o r c e  
( m i l l i o n s )  

i t h o u t  Wage Reform J i t h  

20.4 1 4 . 1  7 . 1  20.4 

i a g e  Reform ( n o t e  a 

- -  1 4 . 1  7 . 1  

$525 $512 

- a / P u b l i c  Law 92-392 ( S u b c h a p t e r  I V ,  C h a p t e r  53 ,  T i t l e  5 
U.S.C.) e s t a b l i s h e d  t h e  c o m p a r a b i l i t y  p r i n c i p l e  f o r  
b l u e - c o l l a r  employees. C u r r e n t  Government  b l u e - c o l l a r  
wages are h i g h e r  t h a n  c o m p a r a b l e  wages i n  l oca l  wage 
a reas .  Reform h a s  b e e n  p r o p o s e d ,  b u t  no s p e c i f i c  
l e g i s l a t i o n  is p e n d i n g .  

17 



APl’t,N!)lX 1 1  APPLNUIX 1 1  

Philadelphia with Basic shiph>ild?r 
waqe bodrd refomi conversiol, con t r x  t 

ciiodi f ications, dnd 
esca 1 a t  i on $389.2 $350.7 

Reserves for F-14 mads. 5.0 5.0 

5-38.5 

0 

Governinent-furnished 
iiiatcrial, services, 
and t e s t  67.0 ‘ 67.0 

Military personnel 85. G 82.0 

Fac i l i t i es  a n d  training 0 2.0 

Corporate taxes los t  14.2 18.1 

Add i t i  ona 1 re t  i rer,len t 
costs (note a)  0 11.9 

TOTAL 

Philadelphia without Basic shipbuilder 
wage board reform conversion, contract 

modifications, and 
escalation $405.5 

Reserves for  F-14 inods. 5.0 

Newport News 

Government-furnished 
material, services, 
and t e s t  67.@ 

I.4ilitary personnel 85.6 

F a c i l i t i e s  and trainiriq 0 

Corporate taxes los t  14.2 

Additional retirement 
0 costs (note a )  -- 

TOTAL $577.3 - 

Basic shipbuilder 
conversion, contract 
modifications, a n d  
escalation $311.1 

Reserves for  F-14 C I C I ~ S .  5.0 

Goverrmen t - f u r n i  ;hed 
material, servica; 
and t e s t  67.0 

Military personnel 85.6 

Contract adninis t rs t ion 3.4 

Fac i l i t i es  and t ra ining ___ 0 

5472.1 _-_ TOTLL 

$368.9 ’ 

5.0 

67.0 

82.0 

2.0 

18.1 

12.8 -~ 
$555.8 

$315.4 

5.0 

67.0 

82.0 

3.6 

3.0 

-_ 5476.0 

-- 

-- 

0 

-3.6 

2.0 

3.9 

11.9 
$-24.3 

$-36.6 

0 

0 

--3.G 

2.0 

, 3.9 

$ 4.3 

0 

0 

-3.6 

0.2 

3.0 

$ 3.9 

-- 

-- 

gAmounts show in GAO’s rcpo!-t used the 14.1 percent factor  
for  r e t i r e n w t .  
20.4 percent factor .  

This is the additional co;t; u:inq the 
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i 

Basic s h i p b u i l d e r  c o n v e r s i o n ,  

c o n t r a c t  m o d i f i c a t i o n s ,  a n d  

e s c a l a t i o n  

A s  i n d i c a t e d  a b o v e ,  t h e  l a r g e s t  d i f f e r e n c e  i n  cost  estimates 

between t h e  GAO repor t  and t h e  Navy ' s  r e v i s e d  cost  estimates is 

i n  t h i s  cost  e l e m e n t  for  P h i l a d e l p h i a .  The  p r i m a r y  r e a s o n  for t h i s  

d i f f e r e n c e  is t h a t  t h e  Navy d e c r e a s e d  t h e  d a i l y  l a b o r  and o v e r -  

head  r a t e s  f o r  P h i l a d e l p h i a .  The s h i p y a r d  claimed t h a t  t h e  d a i l y  

ra te  would be less t h a n  p r e v i o u s l y  e s t i m a t e d  b e c a u s e  t h e  o v e r h e a d  

cos ts  would be  s p r e a d  o v e r  an  i n c r e a s e d  d i r e c t  l a b o r  work load .  

We have n o t  r ev iewed  t h e  Navy's r e v i s e d  cost  es t imates ,  b u t  d i d  

n o t e  t h a t  a s i m i l a r  a d j u s t m e n t  w a s  n o t  made t o  t h e  Newport N e w s  

es t imates .  

The d i f f e r e n c e  o f  $ 4 . 3  m i l l i o n  be tween o u r  estimate and t h e  

Navy ' s  r e v i s e d  estimate f o r  Newport N e w s  r e s u l t e d  p r i m a r i l y  

f rom t h e  N a v y ' s  d e c i s i o n  t o  now assume t h a t  a p o r t i o n  of t h e  

work would be done i n  N e w p o r t  N e w s '  n o r t h  y a r d  f a c i l i t i e s .  

A s  s t a t e d  on page  4 o f  o u r  report ,  b e c a u s e  t h e  n o r t h  y a r d  

f a c i l i t i e s  are newer ,  t h e  u s e  of  t h e s e  f a c i l i t i e s  i n c r e a s e s  t h e  

o v e r h e a d  costs .  W e  have  n o t  r ev iewed  t h e  N a v y ' s  r e v i s e d  cost 

es t imates .  
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M i l i t a r y  p e r s o n n e l  costs  

As i n d i c a t e d  on page  11 of our report ,  t h e  Navy recomputed 

t h e  m i l i t a r y  p e r s o n n e l  costs  a t  $82  m i l l i o n  u s i n g  more r e c e n t  

cos t  i n f o r m a t i o n .  W e  a g r e e  w i t h  t h e  Navy ' s  l a t e s t  cost estimate.  

F a c i l i t i e s  and t r a i n i n g  

A s  i n d i c a t e d  on page  1 2  of o u r  r e p o r t ,  t h e s e  cost e l e m e n t s  

were n o t  i n c l u d e d  i n  t h e  Navy ' s  o r i g i n a l  cost  s t u d y ,  b u t  s h o u l d  

have been i n c l u d e d .  W e  have  n o t  rev iewed t h e s e  Navy cost 

es t imates  . 
C o r p o r a t e  taxes  l o s t  

The  d i f f e r e n c e  of $ 3 . 9  m i l l i o n  i n  o u r  cost  es t imate  and 

t h e  Navy's r e v i s e d  estimate r e s u l t e d  from t h e  Navy ' s  changes  

t o  t h e  estimated costs  a t  Newport N e w s .  

A d d i t i o n a l  r e t i r e m e n t  c o s t s  

As s t a t e d  on page 1 3  of  o u r  r e p o r t ,  t h e  N a v y ' s  o r i g i n a l  

estimates and o u r  estimates were based on t h e  O f f i c e  of Manaqe- 

ment and Budget's C i v i l  Service r e t i r e m e n t  cost fac tor  of 1 4 . 1  

p e r c e n t .  However, t h i s  f a c t o r  does n o t  f u l l y  r e c o g n i z e  t h e  

t o t a l  Fede ra l  r e t i r e m e n t  cos t s .  The O f f i c e  of Management and 

Budget has  e s t i m a t e d  t h a t  t h e  Government ' s  p o r t i o n  of t h e  cos t  

of r e t i r e m e n t  s y s t e m s  is  2 0 . 4  p e r c e n t  of pay.  We b e l i e v e  

t h i s  f a c t o r  is c e r t a i n l y  more a p p r o p r i a t e  and s h o u l d  be u s e d  

i n  t h e  cost compar i son .  
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Contract administration 

The difference of $ .2  million between the Navy’s revised 

estimates and our estimates resulted from the Navy’s decision 

to use the 20.4 percent for retirement in the revised estimates 

rather than the 14.1 percent factor. We agree with the Navy’s 

revised cost estimate. 
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GAO s E v a l u a t i o n  of 

W i l l i a m  N .  L a n e n ' s  C r i t i q u e  ---- o f  G A O ' s  - - -- c 
PRIOR REPORT - 

On J a n u a r y  2 ,  1 9 7 9 ,  W i l l i a m  N .  Lanen,  a g r a d u a t e  

s t u d e n t  a t  t h e  Wharton S c h o o l ,  U n i v e r s i t y  o f  P e n n s y l v a n i a ,  

i s s u e d  h i s  report  I' A C r i t i q u e  of t h e  GAO repor t  ' E x t e n d i n g  

t h e  S e r v i c e  L i f e  of A i r c r a f t  Car r i e r s - -Where  Shou ld  The Work 

B e  Done?' M r .  Lanen u n d e r t o o k  t h i s  r e v i e w  a t  t h e  request 

of t h e  City of Philadelphia. 

M r .  Lanen q u a l i f i e s  h i s  report  as  f o l l o w s :  

--He d i d  n o t  have access to  t h e  Navy or GAO d a t a ,  t h e r e -  

f o r e  had to  make a number of a s s u m p t i o n s .  "TO t h e  

e x t e n t  t h a t  t h e  a s s u m p t i o n s  I have used are  i n a c c u r -  

a t e ,  t h e  reader may s u b s t i t u t e  a l t e r n a t i v e s . ' '  

--"Because I d i d  n o t  have access to  e i t h e r  t h e  i n d i v i d -  

ua l s  r e s p o n s i b l e  f o r  t h e  a n a l y s e s  or to  t h e  documents  

u sed ,  t h e  process a s  I u n d e r s t a n d  it may n o t  r e f l e c t  

a c c u r a t e l y  t h e  a c t u a l  process  --__I__-- f o l l o w e d . "  ( e m p h a s i s  

added)  

--"Before g o i n g  i n t o  t h e  d e t a i l e d  a n a l y s i s ,  t h e  reader 

is reminded t h a t  t h i s  r e v i e w  was c o n d u c t e d  w i t h o u t  

d i s c u s s i n g  t h e  issues ra i sed  below w i t h  t h o s e  i n  GAO 

r e s p o n s i b l e  f o r  t h e  p r e p a r a t i o n  o f  t h i s  repor t  nor 
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w i t h  any  a t tempt  t o  v e r i f y  t h e  c o n s i s t e n c y  of t h e  

methods  employed by e i t h e r  GAO o r  t h e  Navy w i t h  

r e l e v a n t  gove rnmen t  r e g u l a d o n s  .It 

--- - -- ---- 

( e m p h a s i s  a d d e d )  

GAO n o t e :  W e  have  a t t e m p t e d  to  r e l a t e  M r .  L a n e n ' s  f i g u r e s  

to  t h o s e  i n  o u r  report ,  and where  n e c e s s a r y  have  

made a d j u s t m e n t s  and e x p l a i n e d  t h e  r e a s o n s  f o r  

t h e s e  a d j u s t m e n t s .  
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P r o j e c t o d  csca- 
l a t i a n  

Gove r n n c n  t- f u r -  
n i s h e d  m a t e r i -  
a l ,  s e r v i c e s ,  
a n d  tes t  

M i l i t a r y  person- 
n e l  

N e w p o r t  N e w s  

C o r  1’0 r a te t a x  e% 
los t  

To ta l  

B a s i c  s h i p b u i l d -  
e r  c o n v e r s i o n  
and c o n t r a c t  
mod i f  icatj-ori 
a 11 owa n cc 

P r o j e c t e d  esca- 
l a  t i o n  

G o v c r n m e n t - f u r -  
n i s h e d  mater i -  
al, s e r v i c e s ,  
a n d  t e s t  

M i  1 i t a r y per son- 
n e 1  

C o n t . r a c t  a d m i n i -  
s t r a t  i o n  

Total 

$ 341.8  $ 2 2 . 2  $ 3 6 4 . 0  

0 3 0 . 2  30 .2  

6 7 . 0  0 67 .O 

8 5 . 6  -3.6 8 2 . 0  

$ 3 4 3 . 9  $-65.8 $ 2 7 8 . 1  

0 38.0 3 8 . 0  

67 .O 

7 6 . 2  

0 6 7 . 0  

5.8 8 2 . 0  

0 3 . 4  

$-22 .o $ 4 6 8 . 5  
_ _ _  
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Basic s h i p b u i l d e r  c o n v e r s i o n  costs 

A s  i n d i c a t e d  i n  o u r  report  and t h e  Lanen s t u d y ,  t h i s  

cost  e l e m e n t  i n c l u d e s  t h e  t o t a l  e s t i m a t e d  costs f o r  s h i p -  

b u i l d e r  l a b o r ,  o v e r h e a d ,  mater ia l ,  and b a s i c  change  o r d e r s  

e x p r e s s e d  i n  d o l l a r s  f o r  t h e  base month period. F o r  Newport 

N e w s ,  t h e  amount a lso i n c l u d e s  p r o f i t .  

Labor  and o v e r h e a d  

W e  i n c r e a s e d  t h e  P h i l a d e l p h i a  labor and o v e r h e a d  cost  

by $ 2 2 . 2  m i l l i o n  and r e d u c e d  t h e  N e w p o r t  N e w s  costs b y  

$65.8 m i l l i o n .  

We i n c r e a s e d  t h e  P h i l a d e l p h i a  l a b o r  and o v e r h e a d  costs 

b e c a u s e  Lanen 

--used a lower number o f  t o t a l  l a b o r  d a y s  t h a n  t h e  

Navy ' s  es t imates ,  

--used a lower labor  day  ra te  t h a n  t h e  N a v y ' s  estimates,  

--used a h i g h e r  amount f o r  s h i p b u i l d e r  mater ia l  t h a n  

t h e  N a v y ' s  estimates,  

--used a lower f a c t o r  f o r  c o n t r a c t  m o d i f i c a t i o n  allow- 

ance  t h a n  p r o v i d e d  by Navy g u i d a n c e .  

W e  decreased t h e  Newport N e w s  l a b o r  and o v e r h e a d  costs  

b e c a u s e  Lanen 

--used a lower number o f  t o t a l  d a y s  t h a n  t h e  N a v y ' s  

estimates,  
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--assumed t h a t  t h e  s h i p ' s  crew would d o  2 9 5 , 0 0 0  l a b o r  

d a y s  of work, w h e r e a s  395 ,000  l a b o r  d a y s  s h o u l d  have  

been used to  make it c o n s i s t e n t  w i t h  t h e  P h i l a d e l p h i a  

a s s u m p t i o n ,  

--used t h e  N a v y ' s  o r i g i n a l  labor day  r a t e s  r a t h e r  t h a n  

G A O ' s  rates which  are a l so  used  by t h e  Navy i n  i t s  

l a t e s t  cost  s t u d y ,  

--used a h i g h e r  amount f o r  s h i p b u i l d e r  mater ia l  t h a n  

t h e  Navy ' s  estimates, 

--used a lower f a c t o r  f o r  c o n t r a c t  m o d i f i c a t i o n  allow- 

ance  t h a n  p r o v i d e d  by Navy g u i d a n c e .  

P r o j e c t e d  e s c a l a t i o n  

Lanen e x c l u d e d  t h i s  cos t  e l e m e n t  f rom h i s  s t u d y  

s t a t i n g  

"TO t h e  e x t e n t  t h a t  t h e  price i n c r e a s e s  are  d u e  

to  i n f l a t i o n  and n o t  to  c h a n g e s  i n  r e l a t i v e  p r ice ,  

t h i s  c a t e g o r y  is n o t  n e c e s s a r y  f o r  a cost a n a l y s i s  

s i n c e  t h e  a n a l y s i s  c a n  be c o n d u c t e d  i n  real  terms." 

We added back  t h e  e s t i m a t e d  e s c a l a t i o n  cos t s  of $ 3 0 . 2  

m i l l i o n  for  P h i l a d e l p h i a  and  $ 3 8  m i l l i o n  f o r  N e w p o r t  N e w s .  

T h i s  cost  e l e m e n t  s h o u l d  be i n c l u d e d  to  r e f l ec t  t h e  t o t a l  

es t imated costs  for  t h e  d u r a t i o n  of t h e  p rogram.  
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M i l i t a r y  p e r s o n n e l  costs 

We d e c r e a s e d  t h e  e s t i m a t e d  m i l i t a r y  p e r s o n n e l  costs  

by $3.6 m i l l i o n  a t  P h i l a d e l p h i a  and i n c r e a s e d  them by $5.8 

m i l l i o n  a t  Newport N e w s .  W e  used t h e  N a v y ' s  l a t e s t  e s t i -  

mates of  t h e  m i l i t a r y  p e r s o n n e l  costs u s i n g  a s h i p ' s  crew 

work package  o f  395 ,000  l a b o r  d a y s  of work a t  b o t h  l o c a t i o n s .  

Lanen used 295,000 labor d a y s  of  work by t h e  s h i p ' s  

crew a t  Newport N e w s  b e c a u s e  of t h e  Newport N e w s  p o s i t i o n  

t h a t  it would n o t  want  to  u s e  t h e  crew to  t h e  e x t e n t  p l a n n e d  

a t  P h i l a d e l p h i a .  

The Navy is p r e p a r i n g  t w o  work packages--one f o r  t h e  

s h i p y a r d  and t h e  o t h e r  f o r  t h e  s h i p ' s  crew. Accord ing  to  

t h e  Navy, t h e  s h i p ' s  crew work package  w i l l  be 395,000 

l a b o r  d a y s  and it would n o t  u s e  t h e  crew f o r  t h e  Lanen 

a l t e r n a t i v e .  The l a t e s t  Navy s t u d y  r e c o g n i z e s  t h a t  t h e r e  

are  2 a l t e r n a t i v e s  f o r  Newport News--use of t h e  crew f o r  

395,000 and no crew. We b e l i e v e  u s e  of t h e  crew s h o u l d  

be used f o r  t h e  cost c o m p a r i s o n  b e c a u s e  it makes t h e  same 

a s s u m p t i o n s  as f o r  P h i l a d e l p h i a .  

Corporate t a x e s  l o s t  

Lanen e x c l u d e d  t h i s  cost  e l e m e n t  f rom h i s  s t u d y  

s t a t i n g  t h a t  " t h i s  is n o t  a r e l e v a n t  cost ." W e  i n c r e a s e d  

t h e  Lanen cost  es t imate  f o r  P h i l a d e l p h i a  to  i n c l u d e  t h i s  

cost e l e m e n t .  OMB C i r c u l a r  A-76 s p e c i f i e s  t h a t  t h e  t o t a l  
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costs  to  t h e  Government  s h o u l d  be i n c l u d e d  and i d e n t i f i e s  

t h i s  cost  e l e m e n t  as  one  wh ich  s h o u l d  be i n c l u d e d .  We 

a g r e e  w i t h  t h e  OMB p o s i t i o n .  
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